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A national budget system was establiehed in 1921. However, Littie 
progress was accomplished in the military budget process umtil the passage of 
Public Law 81-216 (Title IV cf the National Security Act Amendments of 1949), 
almoat thixty years later. Since that time the progress made in the budget 
process of the military might be compared to the gathering momentum of a 
snowball rolling down a steep hill. The era since the end of World Wer II, 
hes been a peried of reform with particular enphasis on the finsacial 

at and the budget process. The most noticeable impact on the budgeting 





process has taken place since Robert 5. McHamnre has been Secretary of Defense. 
Through hie Program Change Control System, he has added flemibility to the 
Department of Defense's financial management and decision-making process. 





The ohjective of this thesis is first, to trace the evaluation of the 
military budget process since the establishment of the national budget system 
in 1921, with particular emphecio being placed on the present day system. A 


second objective is te analyse the present day system. The last objective is 





— oa an a ae 
nay, 


mmm ie 9 Ee EP ee we 

—— oa eet einer i SE = ee anise 
. im” TT Eye = = oe? ees eee oe Le 
ariem™ a2 2 2 OO ee 64) eee 





2 
persenally to become knowledgeable in tha military budget precess. 
The method cf research has been indirect. The majurity cf data have 
been compiled from becks, public documenta, articles, periodicals, and 
reports in the field of ludgeting, 





lemeroue personal interviews were conducted with Colomel KRermeth C. 
Houston, U. 5. Maxine Corps, Offiee of the Camptroller, Department of the Navy. 
Hig technical knowledge and assistance in the preparation of this thesis have 
been a guide end an inspiration throughout this research. 
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From the enactment of the Budgeting and Accounting Act of 1921, which 
established a national budget system, until the latter part of the 1940's, 
military budgets weve based on objects of expenditure and organizational 
units. It was mot until after World War Ii, that the military es well as 
ether government departments and agencies begen to show progress in relation 
to the budgetary process. 

In 1946, the Navy Department submitted its budget for fiscal year 
1948 in two alternate forms. Cne was sulmitted tn the traditional way based 
on Navy appropriations; the other form was prepared on a program basis. 

Both of these budgets were suleaitted to the Congress; however, both the 
Senate and the House of Representatives appropriation comulttees rejected 
the budget based on programs. + 

Met umtil the passage of the National Security Act of 1947, did the 

importance of the budget in the military come into focus. Frem the newly 








lerederick C. Mosher, fon Budget ine: 


. ROOT ce, (New York 
American Book-Stratford Press, a i984). p. 00. 
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4 
established post of Secretary of Defense, James Forrestal, used his influence 
to push for a reorganisation of the appropriation structure along the progras 
pasts.* 


Forrestal's problems during late 1947 and more 
particularly during 1948 in preparing and presenting 
an integrated defease budget have had considerable 
significanee in the development of unification as well 
as in recent budgeting in the Defense Department. The 
apes appesin Wy the Ait Fouee Oat wee Glee She Defense 
Department had approved for it; the later requests by the 
“nay for more than the Defense Department had epproved 
for it; the passing by Congress of appropriations ebcove 
Presidential requests for the Air Force and the President's 
subsequent impounding of appropriated Sumfe~-el4 these 
attest to the significance of the budget.¢ 








During this turbulent period, a task force was engaged by the (Heover) 
Commission on Organizetion of the Executive Branch of the Government to study 
the organisation and operation established by tha Nattonal Security Act of 
1947. This task force streased the importance of investing greater authority 
in the Secretary of Defense over the budgets and expemiitures of the 
individual services. The Heover Comission made baeically the ameec 
recommendations which the task force hed made, with the exception cf 
recommending the establichment of comptrollers in the Befenge Department and 
individual services. The Commiesion also recoumended thet the Secretary of 
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5 
Defense be given full and final authority, subject emily to the autherity of 
the President, over the budgets of the individual services as voll as their 
expenditures as appropriated by the Congresa. 





As a result of the reporte generated by the task force and the 
Hoover Camelseion, President Truman recommended to the Cougresa changes to 
the Nations] Security Act of 1947. The Senate Comuittee on Armed Services 








drafted a bill which incorporated President Truman's recomendations and after 


» Title IV was added te the National Seeurity Aet 





of 1947, by Public Law 21-216 as a new title. Thie sew title was established 
to create efficiency and economy in the Department of Defense by reorgenicing 


the financial managemer 





Move specifically, Title IV 


i. Provided for the establishaent of «a Comptroller for 
the Office of the Secretary of Defense and a Comptroller ia 
each of the three military Departments, in order that there 
may be an oxganized effort to carry out these objectives. 

2. UDireeted that a performenca-type budget be adapted 
by the Department of pefense with @ segregation of operating 
aml capital programs. 
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6 
By enacting Public Lew 216, the Congress directed a performance-type 
budget for the entire Department of Defense. Prior to this time, the 
Congress had appropriated billfons upon biilicns of dollars without knowing 
whet the momey was being used for or why. 


In the Army, for instance separate budgets were sulmitted 
for each of the techaieal services: the Quartermester Corps, 
the Transportetion Service, Ordnance Service and Supplies, and 
so forth. These separate budgets could not be related to the 
security objectives of the country without a knowledge of 
interrelationshipa within the Amay that even the most experienced 
military expert would find it diffieult to command. The best 
reviewers could do would be to compare the budget for a particular 
service with the record for the preceding year and raiea 
questions about increases. 








The performance budget was a significant improvement over the old 
"ebjecta’ type budget. However, the performance sudget fell shert of 
identifying the budget based upon functions, activities and projects as 





called for by the Hoover Comadasion, The budget classification did not show 


how much 1t cesats to meinutain the strategic etrike force, how mich Lt costs 
to defend the country from surprise attack, how mich it costs to meintgein 
the country’s aicborae capability, etc, 

As Jesse Burkhead states, 


Performance classification in and of itself dees act assure 
move desirable goverament programs at a lower cost, although 
this is frequently implied in dlecussioma of the subject. At 
best, performence classification provides factual evidence 
— may be of assistance to ali levels of menagement in 

etemining effectiveness. Performance data, when properly 
eronot in telation to larger programs, can aise be of 
sssistaace to legialators end citizens as they select desirable 
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ment activities and programs 

classification ean point up the concrete things dene and 
the dollar cost of these, but the value judgments about 
them ave made fn the pulitie mimi--and, for society, in the 
politicai process. 








Laeese Durkhead, Goverrme 
ine., 1956) , pyre 139-142, 





s (New York: John Wiley & Sons, 





CUAPTER IZ 





After the Cougrese paseed Public Law 216 (Title IW--National Security 
Act Amendments of 1949) and directed the Department of Defense to adept a 
povformance-type budget, it took the services until 1953 te make the changea- 
over, The services were 





wk hampeved in theie recomatruction to the 
new budgetary procedura by the outbreak of hostilities in Korwe. 

As Frederick ©. Mosher states, “The firet, and probably to date the 
moat widespread, chang 
eusentilally clageifiieatory in nature." The fieet eaten was the development 





6 of the performance budget movement have been 


of classifications baeed on functions, second, wag the reconstruction of 
the sopropriation structure with the idee of reducing the member cf 
appropriations, and lastly was the development of appropriations baaed on 
projects, activities and functions as contrasted with approprietions beped 
om objects of expenditures end organizational units. 





Lingher, p. 83. 








? 

As a@ vreeult of this movement toward a performence-type budget, the 
Navy vedeced the mmber of its appropriations from 52 to 21 titles and 
eventually to 13; the Amay reduced the aumber of its appropriations from 21 
to 8; and the Air Poroe system incerporated nine appropriation titles. 

The Amay and Air Force appropriation titles were somewhet sinilar 
vhen compared to the Navy's system which was built around ite bureau system 
of organization, in which each bureau was given juriediction qver one or 
more than ome appropriation. Figure 1 shows the major appropriation title 
along with the unite which hed responsibility over these titles.+ 

As can be seen from the appropriation titles of the Air Force, the 
aifference between the Air Force aad the Navy's appropriation structure is 
quite apparent. The appropriation titles of the Air Force ave: 

Aiveraft and Related Procurement 

Major Procurement Other Than Aircreft 

Acquisition ami Conetruction of Real Property 

Maintenance and Operations 

Military Persounel Requirements 

Research and Development 

Reserve Personnel Requirements 

Adr National Guard 

Coutiagencies 





ithid., pp. 0485. 
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FIGURE 1 


Major Orgenizetion Units and Appropriation Titles, 





Organisation 


Appropriation Title 





Bureau of Personnel 


Marine Corps 


Bureau of Acronmtices 


urea of Ships 


Bureau of Ordnance 


Guvem: of Ncdicine and Surgery 
Tuivemu of Yards and Docks 





Office of Naval Research 
Bureau Of Supplies and Accounte 


Office of Chicf of Naval 
Operations 


Office of the Secretary of 
the Havy 


Militery Persomnel, Navy 

Military Personnel, Naval Reserve 
Military Persemnel, Officer Candidates 
Navy Persomel, General Expenses 


Military Personnel, Hearine Corps 
Military Personuel, Marine Corps Reserve 
Marine Corpa Troops and Facilities 


Aiverafs and Facilities 
Construetion of Aircraft end Related 
Procurement 


Ships and Facilities 
Shipbuiidiag ead Converaion 


ondamee and Facilities 
Ordmanee for Shipbuilding and Conversion 


Bedical Care 


Civil Enginoering 
Public Works 


Sexrvice~wide Supply and Finance 


Sexrviceewide Cperations (Activities 1 
through 7a} 


bervice-wide Opexations (Activities 7 
threugh 12 : 

Gperations and Conversion of Neval 
Petroleum Reserves 

Naval Petroleum Reserve Musbered 4, Alaska 
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In order to heve a common denominator on which to compare and 
evaluate the budgets of the individual services, the Department of Defense 
divected the three military departments to sulmit their budget estimates 
based on a standard classification of basic cost categories. These categories 
are fundamentally similar to the appropriation structure of the Aguy and 
Air FYoree geneval staff activity. They are:* 

Military Personnel 

Cparation and Maintenance 

Major Procuxement. and Production Costa 

Aequisition and Construction of Real Property 

Civilian Cxaponaents 

Research and Development 

industrial Mobilisation 

Eetablishaent-Wide Activities 

Since the esteblisheent of categories of the Defense classification, 
the Navy reduced the number of ite appropriation titles ¢o 13. These 
appropriations are divided into “annmusl appropriations” and “continuing 
eppropriations.” The titles of these 15 appropriations are ag follows: 





3 
omithies, p. 233. 





12 





Military Personnel, Nevy 
Military Persemncl, Marine Corps 
Reserve Personnel, Navy 
Reserve Personnel, Marine Corps 
Operations and Maintenance, Navy 


Operations anc Maintenance, Marine Corps 





Aireraft and Related Procurement, Navy 

Shipbuilding and Conversion, Navy 

Procurement of Ordnance and Ammmition, Navy 

Procurement, Marine Corps 

Research, Development, Test, and Evaluation, Havy 

Military Construction, Navy 

Military Construction, Naval Reserve 
- . . maintenance and operations, minor procurement, and 
military personnel costs are funded through annual 
eppropriations. On the other hand, major procurement and 
military construction... are funded through “continuing 


or no-years appropriations." Research and development is 
funded by a continuing appropriations. 





A pepartaent of the Navy, Office of the Comptroller, The Budcet Process 
in Nevy, October 1959, pp. 2-3*2-4. 














The budget cycle has four pheses: preparation (fommletion), 
authorization, execution, and audit. The cycle officlally begine in the 
various services whem the service secretaries reaeive che budget plan end 


o's 





policy guidelinas from the Secretary of Defense. The Secretary of Defer: 
guidelines are based on recommendations of the Joint Chiefs of Staff. 
The Secretaries then provide edditional guidamee te their imiividual services. 





The Pry yen: 
requirements by the Joint Chiefs of Staff and ne einen 


tion phase normally begins with the issuance of 


approximately 19 months. A typical bedget formulation phase for the various 
services has its beginning in December or January cf aach yoar. The 





foxumslation of the budget for fiscal year 1957, execution phases ran 
from 1 galy 1956 to 36 Juma 1957, was initiated in the latter pact of 
calendar year 1954, or the beginaing of 1955. 

Hudget: formulation in the Department of Befense and the individual 
sexvices in subdivided inte four stages. The first stage is devoted to the 


mental programs. The secoml etage consists of che 






preparation ef depa: 
preparation of departmental estimates. After the Secretary of Defense 
issued his guidelines each of the vervice comptrellerse issued a “budget call" 
requesting budgets besed on program objectives. The third stace is the 
pericd in which the budget is reviewad by the Secretary of Defemse, Bureau 
of the Budget, and Preeident price to subadegion of the tudget to the 


Congress when it convenas in Jamiary. The last stage ef Wwedgeat formlation 





eS es eS RR 
-_ <a” + eee eee ee ee ee 
adkeamae= = ae ae pt. 
mt te th a | ee ila Oe 8 ay 
= © i an ) aie one eer 4 es ew 
izzy”: whem CC EEE inne - * ea 








4 
comgists of congressional review. Under ideal circumstances, the Congress 
pasees all appropriation bills by 30 dune, thus authorizing the cbhligation 
and expemdiicures of funds commencing 1 July. However, in recent years the 
agress hac passed no appropriation bilis by 30 Sume, am uader these 





circumstances the Congress présea a reoulution authericing the goverment 
agencies to continue their operations until the pending aporopriation bilis 
are pasced.+ Figure 2 is e geaphiesr|] iliuetration of the budget procese. 

The execution phase covers the period from 1 duly tarough 30 Jone 
mc available after appropriation bille 





of the following yaar. 
ave signed by the President, | 





Lentthies, pp. 2456246. 
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FIGURE 2 
Preparation, Subadasion aml Bxceution ef the Budget 

















EXECUTION 














CUAPTER Tit 
PROGRAM FORMULATION 


General 


Frederick C. Mosher in discussing the militery performance structure 
had this to say: 


. « » for a variety of reasons they feil short of the 
desideratum of directing the reviewers’ attention to the 
basic program and policy decisions that the Hoover Commission 
and a great many other students feel should be the concern cf 
the Congress end the Executive. It is true that the 
concentration on major components or categories of cost reveals 
and points up much information that is basic to intelligent 
appraisal: the strength and direct costs of military persone) 
in the services; the amount or number and the cost of major 
ftems of military procurement, which are at least indicative 
of military strength; the amount, natuve, Location, and cast 
of military construction; the cost and content of medical 
activities; the cost and subject matter of research end 
developnent; and others. 

But nowhere in the budget presentations of the Departmen 
of Defense docs one find an approach to answering the basic 
question: how much protection (or how mich insurance) are we 
buying with this budget? Ox, in texas of alternatives, how 
much more (or less) protection would we obtain by the additjon 
(or subtraction) of another billion or ten billion dellars? 





Arthur Smithles stetes that the performance budget is a marked 


improvement over tha old way of budgeting in the military in depictiag what 





Itusher, p. 92. 
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17 
the budget is to accomplish. However, the performance budget fails to 
answer questions that would erise in evaluating the merits of programs. He 
further states, 
This budget classification does not reveal the size, 
the activities, and the costs of the fleet, of the Strategic 
Air Porce, or of an army. It does not show how much ie to 
ba spent for ¢ combat operations, for the active defense of 
the United States. 
Tt is apparent from the instructions that President Rennedy gave 
to Robert S. McNamara upon his assumption of office as Secretary of Defense 
thet he, Presidemt Kennedy, was advocating a military budget based on programs. 
The instructions which Mr. MeNemare received were: 
Develop the force structure necessary to our military 
requirements without regard to arbitrary budget ceilings, and 


Ppocure end operate this force at the lowest possible 
cost. 


Even with the passage of Title IV of the National Security Act 
Amendments of 1949, which required a performance-type budget be adopted ly the 
Department of Defense, the Department etill lacked the machinery to review, 
analyze and consolidate the programs develeped by the individual services. 


lomithties, p. 234. 


“Office o£ the Secretary of a one — the a 
from the Secretary of Defense, Dofen parts Roduction Pra 
§ Juiy 1962. 








a, « 
ee | RE eG Oe Le ee 


ume 


—s . 








a ea =e 


18 
Each ef the services had its own procedure for developing programa to 
accomplish assigned miasions. President Eiseahewor triad to give the 
Secretary of Defense the auchority to transfer funds between the services in 
the Reorgenization Act of 1953, but was uneucceasful. Mowever, the 
Reorganization Act of 1553, did go part way in meeting this requirement by 
establishing the unified operational commands. 

The rvemegining part of the requirement to control the funds of the 
individual services vac undertaken in the spring of 1961, when a study was 
conducted to classify military activities in terms of missions, and to extend 
the planning time to show the effect of programs in future years. 

The first formal step to astablich this integrated prograaning/ 
financial management for the Department of Defense came with a directive from 
Charles J. Uiteh, Assistent Secretary of Defense (Comptroller). In his 
words, the fundamental objective of the new system (Program Change Control 
System) is 

° « » to integrate the planning and programaing and the 
financial management functions in order to provide better 
tools for decision-making by the Secretary of Defense and his 
military advisors; and to create a plemning and programming/ 
financial manegemeut system that is keyed to continuous 
program decision-making end not just geared to the anmel 
tudget cycle. In such a system, not only would budget 
decisions be program decisions, as they inevitably are now, 
but prograe decisions would be budget decisions. That is, 


decisions to embark on programs would be explicitly gecisions 
to provide the resources required to carry them out. 





f the Comptroller, Progran Chance 


G&fice o 
af the i WAVEXOS P-2416, August, 1962, 
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19 
Almost three months to the day after Mr. Hitch Lasued his directive 
to establish an integrated programaing/financial management system for the 


rtment of Defense, the Secretary of Defense issued a relevant memorandum 





to the service secreteries. The purpose of this memorandum was to inform 
the Secretaries of the Amy, Navy and the Air Fores that he had directed 
the Assistant Secretary of Defense (Comptroller) to conduct further studies 
in which to improve the plenning-programing-budgeting procedure in the 
Department of Defense. 

The purpose of the programming study was to develop a syeten in 
which planning and controlling of major programs could be made at the 
highest levels within the Department of Defense. The major objectives of 
the progrmming system provided: 






Phanning oricneed around me nipgions. Gasic decisions 
regarding the booed apes of Sefense efforts camnet be basad 
on the traditional split between the Services. . . . Deeisions 
mist recognise the interdependence of the Services and the 
possibilities for trade-offe between competing methods of 
accomplishing similar missions. ... The mission-orlented units 
ef militery foree conetitute the “output™ of Defense activity 
and, ag —_ — a6 vie —_— ed for — aakedag.. 

FAD) de tule - ECO se ary wy Output. 

: nosed 1 ~~ cory has ite ‘ont. . . . This cost 
mist be capuenstd in dollar terme, since the tetal sacrifice of 
resourtes required to implement a force structure can best be 

by the single measure, dollars. Hewertheless, an 

estimate of the time-phased requirements for major resources 
must also be expressed in terms of physical units. ... 
Programming System must be capable of providing both financial 
end nonfinaucial estimates of the resource inputs required over 
—_ order to anae 4 Se time-phased military =o 

e $6193 “df LAS BASEL REO PLS We Weoih DUES 
Budgets and funding Secisions mast = compatible with —~ 
tange programming decisions. ... If a aped for a revision in 
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programs is recognised ducing the budget review process, 
the Programing System must provide a meena for changing 
the epproved programs in a to eaatens compatibility. 
should = "be rigid! y tied to 2 a ebitrary calendar period. 
. « . The Programming System mist provide a means for 
continuous review of program decisions and a mechaniem for 
changing the programs whenever a need for a change is 


ws ge _«* 
rogress r Rant pol af approved qwuyeans 










is _ rebar mist r-.: fe a routine } apebtiity for 
making coste-effectiveness atudies of alternative force 
structures, The costing techniques used must be accurate 
enough to provide a basis for comparing programe, yet at the 
game time responsive enough to allow eon studies of many 
eiternatives without imposing repeated, burdensome 

en DOD — 


programing System dap ¢ heavy requ 

Services. ... The ~~ * System can play rel a 
sale in the development of an integrated OSD manayeme 
syaten. 









In effect, the Secretary of Defense now has the autherity which 
President Eisenhower had sought in the Reorgaiication Act of 1958. Mr. 
Meliamarea has the control over tha various service progrmaas which in affect 
dictates the size and make-up of future service organisation. 


With eontroi ever programs from their inception, 
asthority to transfer funds during the current Fiscal year 
4s largely superfluous, since a given year's budget is 
relatively inflexible, having been shaped by decisions made 
in previous years. Through the program package approach 9 
the Secretary of Defense can control those serly decisions, 









Lnepartment o£ Defense, | obuddy poz’ on the Prooreminge System f£o1 
be Office of the Secretary of Defense 1: une L962, 33. SS. 





“Marry C. White and —y “ Sym ae pn 
Opportunity end Peril,” Unde SREGE me: om 
(December, 1961), p. 35, 
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In the now military context, progra@aing ia the planning and 
controlling the allecation of resources to accumplich specific military 
outputs. These allocations of resourees and military output are known as 
"syogren elemente™ and “material items." This uystem ig concerned with 
cumparing alternete methods, by their costs, their effectiveness, and their 
feasibility in accomplishing epecific misetons.! 

Geptain White and Lieutenant Commander Massey stated that 

The program approach facilitates “rational trade-offs" 

by identifying the various syotens, measuring the cost of all 
the "inputs," and measuring or estimeting the “output’ or 
contributiog they make toward the achlevements of our security 
objectives. 

As defined by the Departwent cf Defense, a “program element” 1e an 
integrated activity, a combination of men, equipment and facilities which 
tonether constitute an identifiable military capablilty or support activity. 
fo further explein what is meant by “program elements,” the following remark 
by Mr. Hitch, in his teetimony befare the Suboomalttee on National Policy 
Machinery of the Senate Comuitten on Goverment Operations, is helpful. Ie 


Stated that program clemente consist of “such forees as 5-52 wings, infentry 
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22 
battalions, and combatant ships, taken together with all the equipment, men, 
iastallations, supplies, and support requived te make thea effective 
military forces,"* 

These program elesents ave then grouped into a program (formerly 
program package) based on a coumon mission or set of purpeses. This inter- 
valated group or ageregate of pregram elements is considered together because 
they support each other or are a close substicute for each other. The 
Department of Defense has been organised into nine programs, aa follows: 

Program I - Strategic Retaliatory Forces. This program includes a 
mumber of categories which include land based aircreft, land and sea based 
missiles; command, control, and communication as well as headquerters and 
command support. 
includes such program elements es surface-to-air misciles, early warning 





systems, alr defense interceptors, ete. 


Prograa Lil - Gener Yais prograa is the largest 





ef all the programs and includes the forces required to fight local or 
limited wars as well ag general engagements. All Marine Corps units, moat 
ef the Avay'a combat units, the Nevy's comhetent chins ag well as support 


vessels, not including the Polaris subuagrine, etc. 





loneries J. Witch, Statement before the Subcommittee on National . 
Polley Machinery of the Senate Committee on Government Cocrations, 
24% July 1961, p. 6. 
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Program IV + Airis ‘oxees. This program includes 
the Air Forces troep carrier wings, the Military Air Treaaspoct Service CATS) 


and the Military Sea Transport Service OTS). 





This is arranged differently 
in eech service, the arrangement is according to major missien(s). 

Program VI - Research and Development. This program includes R/D 
activities net specifically aseoctated with progrean elements. 

Program VIL ~ General Support, Thic program includes euch things as 
training, recruiting, medical support, ete.--activities which cammot be 
associated with specific miseions, systems, etc. 


Within the Depertment of Defense, “resource inpute” axe expressed in 
temas of “resource categories,” and ave divided into two types, unique and 
homogeneous. As with program elements, categories must be grouped in such 
& way to be usable by cCop~mamegement for deciston-making, while at the samc 
time cliniuating unnecessary detail. Resource categories are moasured in 
financial and nonfinancial terms when possible, 


The sum of ail program elements constitutes the total 
aiidtary output and the cum of all resaurce categories 
equals the total resourca input to Defense programs. Thus, 
the two dimeusicus of plamitag--the input end output 
dimension~-merely provide different “slicas” of the same basic 
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overall DOD program. Neither dimension alone gives sufficient 
information for all OSD planning and control; both taken 
together provide a complete picture of a geanget ant wane of 
resources among the various Defense activitics. 
The relating of prograa clemente to resource categories is a two 
Stage process: 
L. 





at of gress resource requiremente; 
2. Determining new requirements for resources and acquisition plan. 
Tae initial step in grose resource plaming is the determination of the 
total gross requirements of resource categories for each progrem element. * 
This is illustrated in Figure 3. 
The next exep is to develop a schedule to show the gross resources 
whieh will be required over a period of time te support a given 





ay € Brae. 


TE the vesources are not available within the Dez nent of Defense then 





plans mast be made for acquiring and financing the net additional resources. 
Figure 4 is a continuation of Figura 3, and gives « sumaation of the planing 
for sequiring the new requirements. ? 





loopartment of Defense, Study Report of tae Programaing System for 
the Office of the Sacretary of Defense, 25 June 1962, pp. TI-l to L1-5. 


“tid. » pp. L1-5-il-7, 
“Ibid., pp. Il-7-II-9. 
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Detaliod planning {sc primarily concerned with nawfinaacial items; 
however, the purpose of plamaing is to detemuine the coct of Loree structure 
over a period of time, The camon denominator used to determine resource 
cost 38 the duller. Cocts can be related to resource categories because all 
resources acquired have a cost figure. Once the cost of resource categories 
is determined, then other costs ean be deternained, such as cost by program 
elements. 

in the Department of Defense, program elementa are the bacis on which 
top menagement makes ite major pregram decisions. In order to determine the 
cost of these decisions, it 1s necessary to know the cost of the program 
elements, Further, the costs of progran elements are tecessary in order to 
cetemaine what it conts the Department of Defense to perform its various 
missions. However, the usefulness of prograa element cost in Limited by the 
problems encountered in allocating resource input costs to progrma elements. 
The major problem encountered 
5 more than one progran element. + 





is proportioning the cost of an activity which 








Mx. Hiteh, in hie book, The Ecomomics of Defenge ia the Nuclear Age, 
podata out that there are predoainately two schools of thought when considering 


ltbtid., pp. Tl-9-It-L1. 





28 
defense necds. Some fecl that cefense necds should be considered only on the 
basis ef cost, In other words, the Defense Department must plan its defense 
needs within a epecified budget figure. The other group feels that defense 
requlrenents should be based on meeds alone, This feeling was brought out in 
hearings before the eubcomaittea of the Comalttes on Appropriations when 
Senator Chaves teld General Maxwell D. Taylor, "We would Like to know what 


you need and net what the Budget Burea: thinks you should have."* 





"Tha truth is, however, that one canmmet properly drm: up defense 
plans on the basis of cither cost alone or aceds alone, There is mo budget 
Sice or cost that is correct regardless of the payoff, and there is uc need 
that should be met regardless of cost.” Tn epesking before the Aumal 





National Conference of the Armed Forces Manuegement Association, Mr. Hitech 
stated: 


The financial management system must serve many other 
purposes. Certainly, it muct produce a budget in a foma 
aceeptable to Congress. It must acoount for funds in the 
cease manner in which they are appropriated, ft must provide 
to manegers at all levels in the Defenas establisiment, the 
financial information they need to do thelr perticuler jobs 
in an efficlont and ecoweaical mammer. It must produce the 
finenclal informatica required by other egencies of the 
Gevernmscnt--Bureau of the Budget, the Treasury and Govermacnt 
sypeee Office. 


Inepartnent. 0 ~ Defense ong ea ‘tations for 1987, Havrines } 


9 tte fn 


2nd  Geosion (Washington, De eo: U. 5. pe Printing Mifics, 1956), p- 93. 
"charles J. Hitch end R. M. iicKean, | ! 
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But ali this is not enough. The financial management 

system must also be made to provide the data needed by top 
Defense management to make the really crucial decisions, 
particularly on the major forces and weapons systems needed 
to carry out the principal missions of the Defense 
establishment. These decisions cennot be made rationally 
without an adequate knowledge of available alternatives, ,in 
terms of their military worth in relation te their cost. 

The program system is designed to supply data for cost-effectiveness 
studies. In other words, the system is designed to achieve an overall 
military effectiveness, from the large but not unlimited resources. “This 
requires that ea methodical exemination be made of alternative ways of 
accomplishing desirable military missions in order to select those weapons 


and forces which provide the greatest return for the defense dollar." 


Changing Approved Programs 


Unforeseen circumstances and/or events both political and economical, 
both here at home and abroad, may cause a change to an already approved 
program. Changes may also be initiated as a result of a reevaluation of a 
program by the implementing service, or changes may occur as a result of 
revisions to the proposed budget as it passes the various review stages, 
commencing with the individual service review and terminating with the 

lonarles J. Hitch, Assistant Secretary of Defense (Comptroller) before 


the Annual National Conference of the Armed Forces Management Association, 
Shoreham Hotel, Washington, BD. C., 1 March 1961. 


“Department of Defense, Study Report on the Programming System for the 
Office of the Secretary of Defense, 25 June 1962, p. II~14. 
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The service responsible for the program is responsible for initiating 
the change propoeal to the Seerstary of Defense when it is desired to make 
a change of suffictont magnitude that it exceeds tha total obligational 
wacharity (DOA) “threshold” for either the current budgat fiscal year or 
the total cost to the latest approvad "Five-year Force Structure and 
Financial Progran.” Under this arrangeulent the Secretary of Defenge is able 
to gupervise the "Propran Change Combrol System" by use of the exception 
rule aad focus his attention on new program proposals. Changes which do not 
exceed the established "thresholds are wade by the service scecireterics, 

Cmee the propeced change is approved it ic the approved change that 
is controlled, rather than the initial propesel. This contre] should be 
wich that it can be directly velated to the approved proposal. This is 
requized in order to insure thet actual reaults attained are fu accordance 
with the appreved program; in other words, performance reeults must be 
teported in termes ef progres elements am! recource categories. Control of 

















costs is exercised through resource categories, while program elements are 
ueed to evaluate phycical performance. 4 

ia oxder that the full impact of programs can be analyzed, the 
Oifice of the Seeretery cf Defense wequires that progran element cost be 





itbtd., pp. Uf-12-2I~13, 








34 
submitted to cover a five year peried, and in addition that this cost be 
gubeaditted by 
1. total obligational authority (TOA); 
2. 


mriatioa gad budget title; and 
L 





3. categories of costes. 





Zhe fermlation and review phese of prograns is followed by the 
preperation of the Inudget in terms of prograas and im tems of appropriations. 
The budeet is prepared im terms of pregraus so that military activities cen 
be classified im temas of their missions--thus placing the exphasis on 
oillitery miseions rather then on che individual cervice, plus giving the 
Congress and the American people seme “rough” ansvers to questions they have 
been asking for years--quostions like, hew much dees it cost te defend the 
United States from gurprise attack, or how much does it cost to maintain a 
ateategic retaliatory force? 

Figere 5 depicts the Departmeut of the Navy budget in tems of 


programas. 








ome of the Navy , tet KS : a, hin Le rere RE ox Ge he S tices 89 $52 
, agatha + See WAVEAOS Paz 16. August, 9025 PP. 2-7- ° 
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FIGUGE 5S 


of the Navy 
The Budget by Program, F¥ 1963 
(in Millions of Dollara)® 











Program Amount 
x Strategic Retaliatory Forces $2,034,3 
Il Continental Air and Missile Defense Forces 133,3 
Til General Purpase Forces 8,892.2 
TW Sealift/Airlife Forces 48.0 
Vs sReserve and Guard Forces 347.3 
Vi Research and Development 1,169.9 
Vil General Support 3290.3 
Total Obligatioual Authority $15,963.1 








“yy of the Ravy, Prog Cuanee Control system in 
= ne Mayy, NAVEXOS P-241G, August, 1962, p. 2-12. 
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33 
The Department of the Navy had ne doliars im Programa VIII and IK, 
Por purpose of comparison, the same budget ic shown in Pigure 6 om 
an appropriation basis along with a dietribution of each appropriation by 
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BUBGRT FORMULATION IN NAVY 


| Seneral 


Before budget formietlon--comes the establiciment of objectives. 


In order for the Navy Der sat no establish objectives which are consistent 





with nationel objectives and goals, it must receive guidance from higher 
wuthority. Once these guidelines ere received then the Navy cust further 
omplify them amd prepare detailed objectives, 





Guidance and direction is received from two sources: the highest 
executive level--the President, and the Secretery of Defense. The guidance 
furnished by these authorities has been described ac follows: 


In providing guidance to the Secretary of Defence, the 
Preeident, of course, relies heavily for advice on his 
immediate staff agencies and other groups eatablicshed ta 
assist in the formulation of policy. Asonc the more iaportant 
= these for budget purpeses exe the Bureau of the Budget, the 

uneLl of Eeonomic Advisors, and the National Security Council. 

Presidential guidance, which usually covers broad areas 
such as £iseal policy, economic assumptions; and the gencral 
Level of the military effort, is woually tranmemitted to the 
Secrotary of Defense through the Bureau of the Budget«-the 
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President's immediate staff office charged with 
responsibility for development of the budget of the 
United States Government. 

The Secretary of Defense, in turn, provides military 
and fiscal guidance to the Navy. Based on the recommendations 
of the Joint Chiefs of Staff, for example, he providee the 
Nevy with approved military programs such as foree levels and 
persemel strength, In addition, he provides the flacal ground 
rules to be followed in preparing the budget. 

The amount of direction and guidance received from higher 
levels varies from year te year depending on many consider- 
ations such os the international situation, the econonlc 
eutlock, and changes in aduiaistration,. Very often, guidance 
is received piecensal during the midget formulation period-- 
rather them at the , begianing when, from en ideal viewpoint, 
it is moct needed, 4 


The Department of the Nevy realises that the fleld of budgeting is 
complicated and is ever changing. These changes end complications are not 
caused by the parsonnel engaged in budgeting but major decisions which are 
affected by technological advance 
considerations, etc., which ere beyond the control of che Navy. 


enta, intesnational situations, economic 








The budget cycle formally coemenses in the Wavy efter the Secretary 
of the Havy receives the policy maidelines and budget plane from the 
Secretary of Befense. However, limited informal guidance, such as 
contemplated force levels and military strengths, are isqued by the 
Secretary of the Navy for preliminary planning purposse. This guidance is 








7 of the Navy, Office of the Comptroller, The Buds 
ose in Navy, October, 1559, pp. 3-1+3~2, 
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37 
normally issued in the beginning of December, nineteen months in advance of 
the budget year. 

The next step taken within the Department of the Navy, based on the 
policy guidelines and budget plans received, is the development of the 
annual program objectives by the Chief of Naval Operations and the Commandant 
of the Marine Corps, under the general direction of the Secretary of the 
Navy. + 

The program objectives are the basis on which the annual budget 
estimates are based. The program objectives are primarily concerned with 
the accomplishment of the missions cf the Navy. The program objectives 
are“. . . expressions of reasonably attainable goals which are planned 
for accomplishment during a particular fiscal year."? 

In other words, program chjectives contain the 

incrementea of major programs which are feasible of 
accomplishment during a year. Im addition, the program 
objectives set forth for the budget year the proposed: 

1. Personnel strength and force levels. 

2. State of training and degree of readiness to be 

attained. 

3. Deployment of major units. 

4, Annual increment of mobilization requirements. 


5. Policies on procurement, mobilization, personnel, 
and other areas. 


Aipid., p. 2-6. 


“Department of the Nevy, Bureau of Neval Persommel, Financial 
Management in the Navy, NAVPERS 10792A, 1952, p. 48. 


*thid., p. 48. 
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Program objectives are well thought out, detailed plaas thet have 
been under consideration and development for many monthe and in come cases 
years. Prograns prescribed and recomended by the Secretary of the Navy, 
the Chief of Neval Cperations, the Commandant of the Marine Corps, program 
sponsors, and bureaus and offices in addition to the aumal increment from 
the prejected program objectives provide the base for the selection of 
programa for a specific year. 

The responsibility for coordinating the preparation of prograna 
(ACHD) , 
General Plamaing. From the guidence ha hac reepived, the ACNO forwards the 


objectives reste with the Assistant Chief of Naval Operations 





program objectives, personnel strength, degree of readiness, ascumptione, and 
other policy guidelines to the various program sponcors end propran 
coordinators in the Navy. 

Program sponsors are the six Deputy Chiefs of Naval Onerations, 
Assisrant: Chief of Naval Operacions, Intelligence and Communications, the 





of the Marine Corps and the Chief of Naval Material. The 
Assistant Caief of Neval Cperations, Intelligence end Communications hes 
just recently been added as a program sponsor. The program sponsors 
exercise authority and reaponsibility over all weval programs. The staff 
level planners are representatives of the program sponsora and are permanent 


working groups. The progrme coordinators are responetble te collect, 
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39 
coordinate and submit te the ACNO, General Planning, the information to be 
included in the Program Objectives. 


From the information received the ACNO (General Planning 
prepares a draft of the program objectives. This involves 
adjusting, tailoring, and balancing programs to ensure that 
the Program Objectives will: 

(1) Conform to any military and fiscal guidelines 
received; 

(2) Ensure a well-balanced naval establishment; 

(3) Provide guidance for attaining an adequate mobiliza- 
tion base; and 

(4) Provide sufficient information for program and budget 
personnel to develop detailed requirements and budget 
estimates, 

The process of tailoring and fitting programs requires 
a steady flow of information between program coordinators 
to ensure that as ope program is modified, associated programs 
ave alterea to fit. 





The tailoring and fitting cf programs result in a draft of program 
objectives which 1s submitted to the Office of the Comptroller for review 
and development of a rough price-out of the program objectives to assist 
in a determination if the cost is in a reasonably attainable range. 

The proposed program objectives with their estimated costs are 
submitted to the CNO Advisory Board (CAB) for review. The Board studies 
each program and resolves existing ccntroversies. CAB then submits the 
annual Progra Ubjectives to the Chief of Naval Gperations for his 


consideration and approval. The Cenmandant of the Marine Corps reviews 


+ nepartment of the Navy, Office of the Comptroller, The Budset 
Process in Navy, October, 1959, p. 5-4. 
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progrem elements ef Marine Corps interest. The naxt step in establishing 
progran objectives is review and approval by the Secretary of the Navy. 
lowever, since the incorporation of the Progra Chgage Control System, the 
pregrans must alsa be guizaitted to the Secretary of Defense for his 


When the Secretary of Defense salls for the ameal 
uxiget, the Military Departments will develop the required 
iudgetary request decumentation from the program for the 
Iaudges year of the Seyear plen. Except in wousual 
instaaces, mew programa will net be introduced in the 
presentation of the budget, and financial evelopes or 
budgesary limitations will no longer be established at tha 
time of tha budget call. The budget mevely will provide 
*% perspective from aa appropriation and budget activity 
point of view for programe which have siready bean aqryeerel 
axl whose total tentative financial requirements are kaow 
through the updated vergion of the “Five Year Force Structure 
ang Financial Prograc.' 


Ya the past, the Navel establishment was required to submit en 
estimate of budget expandituras which would be required to continue its 
programe for a year succeeding the budget year. Under the Program Change 
Control System, coste are projected five years into the future, while force 








structures sre projected eight years lmato the future. These figures 
duciude 211 coats, uot fuet the cost of the hardware, but costs fer military 
persommel end other itema necessary to make the pragrem clement an 
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operat Lonel system. | 

Under the old method, when et various ties the Naval eatabliciment 
developed new programs, they wore submitted to the Joint Chiefs of Staff 
fer approval. These approved programs served as the basis for the 
Secretary of Defense guidance in the preparation of the budget. Under the 
new method, the "Five-Year Force Structure and Financiel Progra 
as the approved base plan ead approved programs are not reauiasitted each 
yeer for approval, But 26 previously stated, changes to approved 
programs may be sulaitted at any time; however, the latest approved propren 
renaing continuously in fores.* 








Gefovre funds are finally appropriated by Congress, the budget for 
the Navy mest underge many reviews, The primary objective for the verious 
reviews within the Department of the Yavy ia to determine the amount 
required to carry out the missions of the Navy as expressed by the approved 
programs. in the event e coiling er target in set by higher authority, 


mite ani Massey, p. 32. 
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42 
then the review should strive to develop the best programs within the 
established fund limitations. Under the Program Change Control Syetem no 
fund ceiling or target as such has been established. As can be seen fron 
the above discussion, review plays an faportant role in budget formulacton 
in Navy. 

Reside determining the funds required te carry out the missions of 
the Navy, budget review has other objectives, depending on che level af 
review. For example, at the bureau level, the review process secks to 
best balance and to distribute the resources over which the burem: kas 
cognizance, to setivities under particular bureau control. While at the 
CMO level a secondary objective of review is to resolve differences between 
bureaus in order to arrive at proper balance of resources required to 
accomplish the objectives. Final review within Navy is conducted et the 
Seeretary of the Navy level, Differences suong programs are reavlved at 
thie level priez to the badget being forwarded to the Secretary ef 


Defonse, . 





budget for the Department of the Navy 





The foxmal veview of the 
Starte in the Office of the Comptroller. The MAVOG@@T review has several 
purposes, int primarily it ia to develop an overall budget for consideration 





*Revearch Report of the 1961 Clase Nevy Graduate Comptrollerchip 
Program, § ets apa chalets bucecetineg oad Fin $27 he Dene hag ane OF | 
The George Weshington University, ‘Wathings on, B, x, : ps ag | aad 
Departmant of the Navy, Bureau of Neval Persennel, Financial Manage: dz 
She Nevy, WAVPERS 1O0792—A, 1962, pp. 49-50. 
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43 
by the CNO Advisory Board and the tep officials of the Navy. 


More specifically, central review is undertaken to 
insure: 

(1) that the budget request conforms with the progran 
objectives; 

(2) that the fiseal policies and guidelines received from 
higher authorities have been applied in developing the budget; 
(3) that the pricing of programs is reasonable and that 
the programs appear feasible of attainment in the budget year; 

(4) that interdependent parts of the budget appear to be 
in phase and balance; and 

(5) that in areas where the program objectives are not 
specific or sufficiently clear, the bureaus and progran 
sponsors are in agreement with respect to the size and scope 
of the program as well as the segment to be included in the 
budget. 


Pigure 7 shows the review process that took place in the Navy for 
fiseal year 1964. On 7 July 1963, the Secretary of Defense approved the 
base progren. Also during July and the firet part of August the bureaus 
updated and corrected data relating to the cost of the various programs 
and elements for fiscal year 1963, as well as for fiscal years 1963-1968. 
Also during July the bureaus generated changes which were reviewed during 
the latter part of July by the program sponsors. On 1 August 1963, the 
changes generated by the General Purpose Study and Service were submitted 
to the Secretary of Defense for decision. Upon receipt of the Secretary's 
decisions on the submitted changes, the approved changes were incorporated 


by the bureaus. Simultaneously with the incorporation of the approved 


‘Department of the Navy, Office of the Comptroller, The Budget 
Process in Navy, October, 1959, p. 4=5. 





month 
) SF pun det ee, ll 
ee 
. tt at ee er 
tt al hl i — 
' oe ee ae 
| -_— +) << i, ye he el a 
i = (a ete me om name heme Mee By ee 
i 1 | ST eh Se oe cme a 
ew oe: ae © 8 Ee 
oS ao ie 








ae pine pe ye 











er Se 


NOILOV god/aso 


NOIIOV WOsSnods / LAWOOAWa 








"961 Ag ‘AABN UT SsBv071g MaTADY 


£ WNOLa 











45 

changes the preliminary review in MAVCORPT began about the middle of August 
when the bureaus, offices end Readquartera, Merine Corps suleitted their 
estimates and ended in the beginning of September after weeks of hearings 
and discussions, both formel and informal with the Navy Comptreller. This 
preliminary review is somewhat governed by guidance issued by higher 
authority. In numerous cases, this review attempts to determine the method 
used in acriving at the dollar figures submitted. Por example, the review 
seeked to detevaine if the estimates were based on projecting the prior 
year's dollars or whether it is aa honest attempt in terms of known and 
jointly modified projeeted needs. 

After this preliminary review, the Comptroller's staff prepared 
a "“nark-up" based on the information determined at theee hearings and the 
revised budget is further evaluated in terms of objectives of the review. 
When the “mark-up was completed it was sent to the bureaus and offices of 
the Havy and Marine Corps, These proposed revisions, if rejected, becawe 
the basie for reclama hearings. At the completion of the reclama hearings, 
the budget was adjusted to veflect the agreements reached at those hearings, 
The "marked-up" budget was then submitted to the Ci Advisory Board, the 
Chief of Naval Gperations, the Commandant of che Marine Corps and ultimately 
to the Seeretary of the Nevy for review and appreesi. On 1 October 1963, 


the Department of the Navy budget estimate for fiecal year 1964 was 





submitted to the Office of the Secretary of Defense for review. 





lebid,, pp. 4-6-4614, 
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Prior to the Prograa Change Control System, tha Navy's budget was 
theoretically divided ameng ite approved programs, and aa long as the Navy 
remained within its budget ceiling, it was relatively free to inereasa its 
effort in one program providing it wade corresponding reductions in other 
progran(s). This meant that {f the Navy decided to increase ite carrier 


strike force it would have to make compensatory reductions in other sectors 





such as Polaris, anti-culmarine warfare, or some other unrelated fleld. 
Under the cid system, it was extremely difficult to make effective trade-offs 
when the overall defense effcrt was considered. It was impossible to 
deteraine if the country would benefit by these trade-offs among the programs. 
With the Pregrem Change Control Syetem {a effect, program changes 
are now made within the context ef the Program Change Control System, which 
corresponds to misafions required to defend the United States and carrying 
eut its policies, vather than the missions assigned to eny individual 
service. The Secretary of Defense now divides the resources among ali the 
programs in such a way to assure o meximems program capability. If the 
decision 1s made to place more resourrces ints the Titan misaile progran, 
then compensatory reductions sre made in program clements of the Strategic 
Retaliatory Forces Program, cuch as, Poleris, Atlas, B-52, ete. Under the 
Program Change Controi System, the Secretary of Defense can now make critical 


decisions based on relative cest and effectiveness, * 





limite and Massey, op. 24°25. 





| = Gane eeu & 6 ae © 

‘ er re re eee ee ey ee 

OND En ee es A) eee 
| ——] —9= ete En eee eee — 

fe eee Ge fF Hee Ge Gere a oa om 

| vr et et ee ee 

A Sf i Hie Ge ee 

-— ee eet eee 1 eee Oe 6 ee CO ee 

—— er ee a ee 

| ES 

-——— ot ow eek = ee age a ee 

a Oe ee Cn cee ae) 1 oe et 


ee 





47 


Up until che time the Navy Department budget is submitted 
to the Secretary of Defense the review process of budget-meking 
ie an internal, solf-enamination process designed ta produce 
a balanced naval program in support of ghe planaing objectives. 
From the Navy Department's standpoint, the budget oe 
by the Secretary cf Defense, the Bureau of the Budget, 
President and Congress should net be thought of in tb r’ a) 
review, It is, in fect, a "selling" job. The competition for 
dollers within the Department of Defense is extremely keen. 
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AN AMALYSIS OF THE PROGRAM CHANGE CONTRO! 


General 


Since the establichaent of the First Hoover Commisaion there have 
been numerous suggestions for improving goverment's decision-making process 
by making greater use of thoee techniques found in business. It must be 
vealized at this point that there are mamy wisiness management techniques 
which ara not appropriate for use in government. However, the basic 
financial planning of govermaent and business are similar in that both are 
primarily concerned with the problem of effective resource allocations in 
aceomplishing their respective objectives. 

Because of the appropriation systen found in govermentr, it is 
often thought that financial pleming In goverment and business are 
completely umrelated, Thies is mot so, because the problems which are 





considered characteristic of the appropriation system of govermment are 
aleo found in business. Any deciaionemaker, whether he be im government 
or business, whe requires the approval of higher mtthority for his finenacial 
support has good reason to do his utmost to maximise the use cf funds which 


he rveceives. 
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In business as well as in goverment, the budget should be used to 
relate goals to the resources which are required in attaining then. 
Therefore, the budget process in goverment chould be based on progres, 
projects, functions, ere., and net just a summation of costs for cbjects, 
organizations, procur 

Budgeting can always be improved in order that better quantitative 
information can be brought to bear on policy end for transiating pelicy 
goals into qumtifiable planning objectives.+ 





ements, &tc. 





The Program Change Control System of the Department of Defense 
attempts to translate policy goals into quantifiable planning cebjectives 
‘ting eysten. The 
following words were spoken by Mr. McNamara in testimony before the Senate 





through ite mission-orlented planmning-programing-budg 


Armed Services Comittee: 


Because of the technical complexity of modern-day 
weapons, their lengthy period of development, their 
tremendous combat power, and their enowmous cost, sound 
choices of major weapon systems in relation to military 
tasks and missions heve become the key decisicns around 
whieh much elee of the Defense Program revolves. But the 
full cost complications of these decisions, present and 
future, cammot be ascertained unless beth the prggran and 
theix cost are projected over a period of years. 









(The RAND Corperatioa, ibes P3608, ean, 1963), pp. 1-3. 


_ “David renee, asa) (The RAND Corporation 
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So that the Secretary of Defense would have some basis for 
determining the magnitude of the present 23 woll as the future costs of his 
decisions, he institued through the Program Change Control System 
recuirements that the services estimate the cost of their various program 
elements projected out for five-years and the force structure for aight-years. 
From a decision~making point of view thic was 2a needed improvement from the 
previous method of projecting costs one-year beyond the budget year. It 
can be readily seen that with the imereasing technical complexity of today's 





weapon systems and their tremendous cost, costes estinated one-year beyond 
the budget year was an antiquated system from the present day decision 
meker's viewpoint. 

The Pive-Year force Structure end the Financial Management Program 
gives the Secretary of Defense 8 greater understanding of the short-range 


as well ac the loncerance effects of his decteions to allecate resources, 





A decision co procure a given quentity of hardware carries 
with 1t an obligation for facilities acquisition and training 
of personnel, personnel housing, support equipment end a host 
of ether related items, @11 of which must be paid for. In 
addition, | procurement decision implies a decigion to incur 
anmial recurring costs so long ay the syateum remains in the 
inventory, A full identification of the timing and cost of 
these requirements ie essential to ea ful} wunderstending of 
the resource impact of a given decision. 





bibid., p i. 
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The SRYROLT progran is an illustration of the advantage of this 
information system of projecting cests imto the future in determining the 
desirability of continuing a specific program in relation ta its cost~ 
effectiveness through the comparison of alternetives. In this program, 
the Secretary of Defense was abla to make a decision besed on the information 
gupplied by the system--the resources elready expended on the SRYDOLT 
program, the effectiveness realiued to a specific point in time, and an 
Rn the 





estimate of costs projected inte the future te a point in time whe 
program would be completely operational. Based on this information, Mr. 
MeNemara was able to make a decision to discontinue the prograa in favor 

of au alternate weapon system based on this cogt-effectivencss principle, 
thus saving hundreds of millions of doliars. 

A more gecent illustration of how Defense Secretery McManarea relied 
om the Program Change Control System as a source of infornation for 
decision-making, is contained in his selection of the General Byuanics 
Corporation over the Boalng Corporation to develop an all-purpose TFA ware 
plane which could be used both by the Navy in carrier operations as well as 
by the Air Foree for land-based operations. Mr. Melemera stated, 

I decided to select General Dynamics as the development 

contractor, since I eencluded thet it was best qualified to 
design the most effective airplane that could ba prodaced 
at the least cost, in the least time, to meet our military 
resuiroments. 

He added that 


ic should be unnecessary Fo add that po other consideration 
entered into my judgment. 











NAAN S Post, March 14, 1963, he A~&. 
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52 
Suemery. 


tt was not until after World War TI, with the establishment of the 
Hoover Cownission, that the military began to show progress ia relation te 
the budgetary process. However, even after the pacsage of Public Law 216, 
(Title IV--National Security Amendments of 1949) which directed the 
Department of Defense to adopt a performance-type budget, it took the 
services until 1953 to make the change-over. 

Some of the accomplishments which took place between the enactwent 
of Public Law 216 and the establishaent of the present system are as follows: 

1, The Defense budget structure was cinplified and rationalized 
under five principal titles--Millitary Persummel; Operations and Maintenance; 
Procurement; Research, Development, Test and Evaluation; and Military 
Construct ion; 

2. The appropriation accounts were greatly reduced; 

3. Comptroller organisations wore established throughout the 
Sefense Department; and 

4, There were established basta patterns for budget pregran and 
accounts. 


As a vreoult of tha Seviet Union's suceessful Laur 





shin of Sputnike 
and increasing evidence of interservice rivalry, particularly in the fleld 
of missiles, further recrganisation of the Defense Department becane a 

necessity. This reorganisation hee primarily been accomplished by Defense 
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53 
Secretery McNamara through the existing administrative powers of his office. 
Through these powers the Secretary of Defense has reorganised ail the 
principal offices within the Department of Defense. In addition, he 
established a new procedure for budget formulation which has as its 
objective to supply information to relate the cost-effectiveness of 
alternative weapon systems. This new procedure for budget formulation is 
the Program Change Control Systen. 

This system is an information system which brings together in a 
uniform manner, program elements and cost information on which the 
Secretary of Defense can make a selection among the proposed alternatives 
based on cost-effectiveness. By grouping the various program elements into 
various programs, the Secretary of Defense now knows what alternative 
systems are available to perform the various assigned missions now and in 
the future. + 

As a result of the placement of program elements into programe 
based on the mission to be performed, such as strategic retaliatory forces, 
continental air and missile defense forces, general purpose forces, etc., 
a proper mix of forces can be obtained based on national missions rether 
then on the missions assigned to the individual services. With the 
centralization of power within the Pentagon, the country now has a 


reasonable assurance that its defense posture will be eventuslly balanced 





ha mgr ef the Navy, Office of the Comptroller, Program Ch 
ntroi & a in the Department of the Nayy, NAVEXCS P-2416, hagast, 1962, 
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54 
so that the country will be prepared to meat any eventuality. 

Under the old system, the services were allotted a “slice of the 
pie" and the services were velatively free as te how they could allot the 
funds among their various programs. In addition, the services could shift 
funds gmong their various programs. Individval service programs cometed 
against each other fur funds, such as carrier strike foree competing for 
funde ageiuest Polaris, eaphiblous shipbuilding, mine warfare, ete. Under 
this system there wasn't the aseurance that presently exists that the 
blend of the nation's forces arc such es to carry out the national policies. 

With the establishment of the Program Change Control Syetea, the 
Secretary of Defense no longer allots a elice of the ple te each of the 
services. Under this system, program elements of one service compete with 
pYogtan elements of other services; the Nevy's Foelarise program now has to 
compete with other alternates of the other services in the Strategic 
Retaliatory Forees Program instead cf programs within Navy. in addition, 
thie new eppreach aceures greater economy through the elininaticn of 
umecessary duplication of military effort.” 

teow, &8 a reagult of the cost-effectiveness approach of the Program 
Chance Control System, the Secretary of Defense hee a sound besis to answer 
Congressional inquiries in releting misaions te casts. In addition, 

Me. HeMeamara now has a basis on which ¢o answer inquiries es to the effect 





l'pefease Budget Acts Unified fox the First Time," Business Veel 
Pebruary 3, 1962, p. 72. 
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55 
an imerease or decrease of funds will have on the nation's military 


effectiveness. 


Gepclusion 


The Program Change Control System should be viewed as a atep in the 
right direction, with aignificant improvements to enhance the decision-meking 
process in the Department of Defense. It adds flexibility te Defense's 
financial management eam) decision-making process. 

The system will continue to serve many purposes. Budgets will 
continue to be developed, justified and executed in accordance with the 
desires af the Congreas, Punde will centimue te be accounted for in the 
some manner in which they are appropriated, The reeson that thie will net 
change in the foreseeable future ia not beemme Congress does mot feal this 
system is an improvement or that they do net trust the Secretery of Defense, 
but because the Congress dislikes giving up seme of its authority to the 
Executive Branch of goverment. 


Decicion-mskers at all levels will contime toe receive the financial 





information on which to plan and execute programs. In addition, the system 
will continue to supply the information needed by top management to make 
decisions between alternatives baeed on coat-effectiveness. 

The question is often ralaed concerning the future of the Program 
Change Control System after My. McMeneara leaves es head of the Defense 
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56 
t. The main concern 4s for the system--whether it will be able 





te survive under the direction of someone else. Mr. ee 


demonstrated his outstaading ability to operate the largest business in 
the world through strong centralization. Indeed, 1t will be most difffieulr 
to replace this man. However, various high ranking officials both in the 
military and government who are familiar with the system a6 well as the 
present organisation within the Pentagon, are convinced that the systen 
wiil continue, Thies is becmice the system is founded on basic manag 
philosephy. 








Meany terae in cummon usage in management and budgetary litera 








have & opecial meaning when used in conmmaction with the Program Change 
Control Syatem. When these terms are used in this publication they heve 


the following aeaning. 


eomnetruction anc: 


cosh Calegory 


iavestaent 


& listing of wajor military construction 
projects with descriptive information, cost 

A teoad categorization into which progren 
elements ave claveified, corseepomling to the 
three major phases by which new weapons systems 
ace introduced; newacly, research and 
development, investment and operations 
(formerly resource category}. 

the development phase to fatroduce a mea 
capability into operational use. All 





omatruction appropriation cocts 
txoept those associated with development are 
moluded. ODT, Milicary Personnel and 
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operation 


pmpran change 
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Operation and Maintenance appropriation costs 
are excluded. 
A listing of procurement line trems, selacted 
by OSD because of their size or importance, 
with deseriptive information, cost data, 
production and delivery schedules and inventory 
data. 
A cost category covering recurring costs 
required to operate and maintain a capability 
throughout its projected life in operational 
wee, Military Persomel, Operation and 
Maintenance, end reeurring Procurement 
appropriation costs are included in this 
category. ROPER and Military Construction 
appropriation costes are axcludad. 
& broad ageregation of prograa elements baced 
OB a Gormmon mission or eset of purposes. 





Within this grouping, the prograa elemen: 

either complement each other or are close 
substitutes which should be considered together 
in making major program decisions. 

An adjustment in the latest approved "Five-Year 
Force Structure aad Fingacial Program” subeitted 





program clement. 


research and development 


threshaoids 


total obligational 
euthoriiy 
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whenever variances (increases or decreases) 
exceed Gpecific thresholds. 
equipment and facilities which together 





red activity, a combination of men, 





constitute en identifiable military capability 
oy Suppert activity. 

A cost category covering costs primarily 
aspocteated with development of a new capability 
to the point where it is ready for operational. 
use and including equipment (protetypes, tect 
vehicles, ete.) required in the development 

uch egiipment is funded 
by ROTSE eppropriations, Related Military 





program to the extent 


Construction appropriation costs will also be 
included. 

A eet of eriterla which, if set, require a 
progres change te be submitted for the approval 
of the Secretary of Defense. 

the total financiel requivements for a given 
program element or Material Annex item for ea 
fiscal year's program, including: 

a. Unprogramed obligational authority. 

b. Unprogrem:d obligetional authority brought 


forward from prior years. 
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Ghiigational authority reprogrammed froa 
prios years budget plang. 


Raimburgements usable for tho service account 





(from inventery gales not replaced in kind). 
Yaobligeated balances transferred from other 


appropriations, 
Advance fuming for SecBef aporoved progran 
to be initiated im future years,+ 
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